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ABSCRACT 
The objective of this paper is to critically asses the 
contribution of value added tax (VAT) to the economic 
growth in Nigeria using content analysis on value added 
tax and economic growth the study recommend among 
others the need for tax reform in the administration of vat 
in Nigeria in order to impact on the growth and the 
development of Nigerian economy.   
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INTRODUCTION 
 Most countries worldwide have adopted 
Value Added Tax (VAT) as a multi stage 
consumption tax to raise revenue, provide fewer 
incentives for evasion and widen the tax base as 
well as attract investment (Nakakawa, 2019). This 
therefore means that Nigeria is not an exception. 
The history of Value Added Tax (VAT) dates back 
to the writings of Wilhelm Von Siemens, a German 
Business man, who proposed it as an alternative to 
the German turnover tax. This was then 
implemented by Maurice Faure and Carl Shoup in 
France in 1954 (Smith, Islam, & Moniruzzaman in 
Nakakawa, 2019). 
 Value Added Tax (VAT) has become a 
major source of revenue in many economies of the 
world. In sub – Saharan Africa for example, VAT 
has been introduce in Benin, Cote de Voire, 
Guinea, Kenya, Madagascar, Mauritius, Niger, 
Senegal, Togo and Nigeria. Evidence suggested 
that in these countries, VAT has become an 
important contributor to total government tax 
revenues (Ajakaiye D. O, 1999). Therefore, like 
many other countries, Nigeria adopted this 
consumption based VAT system with anticipation 
to raise revenue productivity through its multi – 
stage coverage, provide fewer incentives for 
evasion, widen tax base and generally promote tax 
neutrality with no distortional effects in the 
production process. 
     Shazili and Squire, (1988) found that 
VAT has accounted for about 30% of total tax 
revenues in Cote de voire, Kenya and Senegal in 
1992.  The oil producing countries are not excluded 
from the list of countries introducing this form of 
tax. Tait, (1989) shows that VAT has been in effect 
in Ecuador and Mexico since 1973 and by 1983 
accounted for 12.35% and 19.71% of total 
government revenues in these countries 
respectively. Indonesia introduced VAT in 1983 
and by 1988 the ratio of VAT revenue to GDP has 
risen to 4.5% (Bogetic and Hassan, 1993).   
 Value Added Tax (VAT) in its 
comprehensive form has become a major tax 
instrument in over 150 countries (Nakakawa, 
2019). This includes Nigeria. Many tax economists 
accept that VAT triggers an increase in the rate of 
growth of the public sector and this partly explains 
why governments are inclined to VAT as fiscal 
tool. It is also contended that VAT has the least 
marginal social cost of raising additional revenue 
than alternative taxes (Nakakawa, 2019). 
 While the significance of VAT as a source 
of revenue in many economies is clearly 
encouraging, it remains difficult to find attempts 
that systematically assess its impact on these 
economies. Therefore, the primary objective of this 
paper is to investigate the likely contribution of 
VAT revenues to different economies.  
CONCEPTUAL FRAMEWORK 
 Value Added Tax is a tax levied at each 
stage of production on firm’s value added. The 
value added of a firm is the difference between a 
firm’s sales and its purchases of inputs from other 
firms. In other words, a firm’s value added is 
simply an amount of value a firm contributes to a 
good or service by applying its factors of 
production for instance, land, labour, capital and 
entrepreneur (Bickely, 2003). It may also be 
defined as consumption based tax that is levied on 
the supply chain at each point where value is added 
to goods or services. Hence, the primary legal way 
of avoiding it is by not consuming any goods or 
services that are standard rating. The other way is 
by consuming only zero rated or exempt supplies. 
VAT is a self assessment tax because of 
the input – output tax mechanism employed   
(Nakakawa, 2019). Essentially therefore, it is the 
output tax less input tax that constitutes the tax 
payable. It is the equivalent of the tax paid by the 
final consumer of the product or service that is 
collected by the government. Shankaraiah and Rao 
(2003) defined the concept of Value Added Tax as 
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an accounting system which is based on the value 
added and the tax on such value added. Value 
added in simple term according to these scholars, is 
the difference between sales and purchases or 
output value and input value. 
Value added tax accounting is one of 
those new concepts which were emphasized in the 
context of vision 2020 by the industry, business, 
professions, academics, administration, politics etc 
as VATA is regarded as a source of stable revenue, 
conducive to investment, immune to lobbying 
pressures and ensures economic growth, which is 
also evident from the successful introduction of 
VATA by developed countries (Shankaraiah and 
Rao, 2003). 
A VAT able person according to Ashta, 
(2007) is one carrying out economic activity, 
independently. He/she is the one who recover tax 
on inputs. He however, explained the concept of 
taxable amount as the sale or purchase price, not 
counting the VAT, but including all other duties, 
levies and charges as well as incidental expenses 
such as commission, packing, transport and 
insurance cost charged by the supplier to the 
purchaser. 
The following concepts were sourced 
from the Federal Inland Revenue Service, 
information circular of January, 1999: 
Vatable person: -    is one who trades in VAT able 
goods and services to register for VAT operation. 
The registration is to cover all the business 
activities of the VAT able person. The person can 
be a sole trader a professional, a partnership, or a 
limited liability company. 
Liability of VAT: - this arises when the output 
VAT IS more than the input VAT. The net VAT in 
a tax period is the amount to be remitted to the 
local VAT office. 
Output VAT: - this is the VAT that is due on VAT 
able supplies. It is derived by multiplying the tax 
value of the aggregate supply by the tax rate. 
Input VAT: - the input VAT is what is charged on 
business purchases and expenses. These include 
goods and services supplied in Nigeria or imported. 
VAT Account: - the VAT account is the summary 
of the output and input tax in a normal ledger 
account form. That is VAT on purchases, VAT on 
services, bad debt relief etc, are debited to the    
account while VAT charged on sales for the month 
or VAT charged on services etc are credited. 
 The concept of economy on the other hand 
is defined by Lipsey (1983) as any specified 
collection of interrelated set of marketed and non 
marketed productive activities. This definition 
seems to be corroborated by the one given in 
economywatch.com, as the realized social system 
of production exchange, distribute and 
consumption of goods and services of a country or 
other. 
 According to Cooper (2007), Value Added 
Tax popularly known as VAT, is the Quintessential 
 European tax. According to him while 
scholars may dispute its exact origin, no one 
disagrees that it is a distinctly European invention. 
Ashta (2007) seemed to support this statement 
when he maintained that, France became the first 
nation on earth to adopt a Value Added Tax in 
1994. According to him, this notion of VAT was 
credited by Maurice Laure the then, French joint 
Director of Tax authority. Ashta (2007) forther 
commented that, France soon convinced the other 
European countries about the superiority of VAT 
system and the European Economic Community 
decided to adopt it in 1967. Today this tax is 
gaining popularity and about 60 nations use it, 
including all European Union member states. 
 In 1985, New Zealand adopted an 
European style invoice VAT with a much broader 
base than had been adopted elsewhere, and four 
years later, in 1989, Japan introduced its 
consumption tax, a VAT that differs from the 
European style VAT and two years later in 1991 
Canada’s Goods and services tax became effective, 
and lately in 2000 Australian Goods and services 
tax also became effective (Alan and Oliver, 2007). 
 The adoption of VAT is not only confined 
to only advanced or developed countries. It is only 
adopted in a number of least developed countries. 
In the words of Ebrill et al (2001), some ninety 
percent of the least developed countries in sub – 
Saharan Africa currently have VAT regimes in 
place with rates ranging from five to twenty per 
cent. Cape Verde, the Central African Republic, 
Guinea Bissau, Ethiopia, Lesotho, Malawi and 
Niger Republic are the most recent adopters of 
VAT. For a few remaining sub – Saharan African 
countries without current VAT system in place, 
plans are underway to introduce one as soon as 
possible (Christians, 2008).  This statement was 
corroborated by Bird and Gendron (2006) when 
they stated that indeed, most developing countries 
already have a VAT and those that have not yet 
leaped the bandwagon are frequently urged to do 
so. 
 Sivakumar (2006) asserted that the 
primary objective of VAT is to remove cascading 
effect of taxes and levies, which is generally 
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prevailing in other types and manner of levies. He 
further stresses the advantage of VAT as simple, 
transparent and consistent in its form, content, 
structure and approach. Go S.D. et al (2005) 
seemed to support this assertion when they stated 
that the advantage of VAT is that, unlike other 
indirect taxes, it eliminates the cascading effect of 
taxes on intermediate inputs and as such it removes 
distortion affecting input choices in production, 
they further maintained that it is easy to administer 
due to its simplicity and hence the possible tax 
evasion is less. 
  VAT is used as a means of promoting 
social equity and reducing poverty. Additionally, 
because VAT is a destination based consumption 
tax, there is also the advantage of non taxation of 
export and the taxation of import which favours 
promotion of the export trade (Krugman and 
Feldstem, 1991). According to the institute for 
economic research and policy consulting (2006), 
the value added tax traditionally constitute a 
significant portion of total consolidated fiscal 
revenues, the institute further maintained that, the 
major contribution to the increased VAT revenue is 
explained by the strong consumption growth 
caused by the continuous increase in disposable 
income of population. 
 In a World Bank Development report of 
2006, it was stated that developed and developing 
countries around the world have broadly embraced 
VAT as a major revenue raising strategy, especially 
over the past two decades. The report further 
stressed that the widespread practice indicates a 
heavy reliance on the hope that VAT will solve the 
problem of raising revenues while fostering growth 
in the context of global economy. 
METHODOLOGY 
 Given that the topic under review is on 
“Assessment of the Contribution of Value Added 
Tax to Economic Development in Nigeria”, the 
methodology used is that of policy analysis. This is 
because Value Added Tax is an economic policy. 
Therefore, via the use of this method, tree stages 
were followed as follows: descriptive analytic stage 
which involves identifying different strands of 
meaning of the policy by advancing various 
interpretations of the policy. There is also the 
logical evaluation stage of subjecting each item in 
the policy to logic in relation to the idea of Value 
Added Tax. Finally, there is the rational evaluation 
stage by putting into perspective, the external 
context in which the policy is implemented, as all 
policies are intended for use. 
VALUE ADDED TAX (VAT) AND 
ECONOMIC GROWTH IN NIGERIA 
 In Nigeria, the performance of VAT is 
encouraging (CITN Report). According to this 
report, when VAT was implemented in 1994, the 
revenue earned from VAT exceeded the 
projections. It contributed 4% of the total revenue 
raised in that year and ever since VAT proceeds 
have been on increase and is now the third 
generator of revenue for the government after 
petroleum profit tax (PPT) and Companies Income 
Tax (CIT). Also, IMF described VAT as the most 
important tax development of the twentieth century 
and certainly the most breathtaking. 
 VAT according to Old man and Shenk 
(2007) is widely used in both developing and 
developed countries and is used at local, sub – 
national and even supranational levels of 
government. According to Daily Tax Report of 
June 4, 2004, an occasional voice is even heard 
suggesting VAT’s use to finance a world 
infrastructural development fund or an international 
humanitarian relief fund. This statement was 
credited to former French president Jack Chirac, 
when he elaborated that, the tax might imposed on 
international arms trade, cross – border financial 
transactions on environmental emissions. This 
statement leaves no one in doubt that, the 
performance of VAT in developed countries is as 
much as that of developing countries if not more, 
than that of developing countries. 
    Hence, Old man and Shenk (2007) 
suggested that VAT been the most pervasive tax 
reform throughout the world during the second half 
of the twentieth century and into the twenty first 
century and has proved to be the major source of 
government revenue. This statement was concurred 
to by IMF when it described VAT as the most 
important tax development of the twentieth century 
and certainly the most breathtaking. 
 Tait (1991) had earlier made a similar 
statement that traditional income and sales taxes 
have been meeting public resistance and the VAT 
provides a new buoyant revenue base typically 
yielding more than initial estimates. He further 
asserted that, VAT contributes from 12 – 30 per 
cent of revenues of most countries of the world 
representing about 5 – 10 per cent of their Gross 
National Product (GNP). This reliable revenue 
creates a valuable alternative tax source, especially 
in countries that have a limited income tax base, or 
that must rely on revenue from primary 
commodities that may be volatile such as oil 
minerals, coffee, Sugar and cocoa. 
ISSN: 2321-8819 (Online) 2348-7186 (Print) Impact Factor: 1.498 Vol. 8, Issue 1, January, 2020  
59 







 In considering the introduction of VAT, 
countries are often concerned that it would cause 
inflationary spiral. However, Lephoto (2008) 
asserts that there is no evidence suggesting that this 
is true. A survey of OECD countries according to 
Lephoto (2008), indicated that VAT had little or no 
effect on prices. This claim lends its credence on 
the survey of 35 OECD countries on the effect of 
VAT on prices by A lan Tait (1991). Tait 
(1991) asserted that, the survey result shows that 
the introduction of VAT in 29 countries out of 35 
about 83% did not alter the rate of the price. Hence, 
he maintained that no major impact on the 
consumer price index could be identified in these 
countries and concludes that VAT has little or no 
effect on price. 
 In support of this statement, that VAT has 
little or no effect on price, Mukhopadhyay (2005) 
suggested that, the VAT being revenue neutral, 
make the aggregate demand unchanged and so 
there would be no impact on the aggregate price 
level. He further maintained that there is unanimity 
among the economists all over the world, that there 
seems to be nothing inherently inflationary about 
the use of VAT. Hence to him, one can criticize 
VAT for other reasons, but cannot be called 
inflationary. 
 Ebrill et al (2001) revealed that IMF 
carried out a cross country analysis and noted the 
following: 
i. Countries that have implemented 
VAT have relatively higher per capita 
GDP levels 
ii. A relatively high ratio of trade to 
GDP is conducive to vat revenue 
performance presumably due to the 
relative ease of collecting VAT at the 
point of import. 
A subsequent update of this analysis, 
according to international tax dialogue (2007), 
concluded that there is some evidence that the 
presence of VAT has been associated with a higher 
ratio of general government revenue and grants to 
GDP. VAT has often replaced inefficient, 
distortion and badly administered taxes. The 
introduction of VAT provides an opportunity to 
sweep away the cobwebs and revamp a substantial 
part of tax administration (Tait, 1991). 
VALUE ADDED TAX AND THE NIGERIAN 
SOCIETY 
The interest on this part of the paper is to look 
at the external context of the Nigerian society 
within which the value added tax policy is meant to 
be achieved. This is with the intent to   show that 
even though it is within reason to see value added 
tax as having significant contribution to economic 
growth of Nigeria, it does not operate in a vacuum. 
This is because, as an economic policy, value 
added tax is not in isolation of other social 
institutions. It is so because the external context 
within which the policy is to operate as to warrant 
being useful in achieving economic growth is 
worth considering. 
   Owing to the above stated facts, it is worth 
noting that, despite the important contribution of 
VAT to economic development it is not devoid of 
some challenges such as VAT Gap analysis, VAT 
fraud and missing trader schemes, large informal 
sector etc. Vat gap refers to an estimation of the 
difference of total level of VAT losses by 
comparing the net theoretical tax yield (anticipated 
vat revenues) with actual VAT receipts. It 
constitutes irrecoverable VAT resulting from tax 
fraud and legitimate tax avoidance measures. Also, 
VAT is payable by registered traders on the goods 
and services they supplied. Traders may not pay the 
correct amount of VAT for some reasons including 
error, deliberately understating their VAT liabilities 
or through systematic attacks on the VAT system. 
VAT missing trader fraud arises where traders 
register for VAT, sell and collect the tax but 
afterwards disappear without   remitting it to the 
revenue authority as required. This has tendency to 
create a network of traders that exchange tax 
invoices for the sole aim of benefitting from input 
tax credit without exchange of supplies or money. 
 In the informal economy, where jobs are 
created by entrepreneurs, jobs and business 
activities are not easy to register and be fully 
protected by the state. This means that they are 
vulnerable, highly mobile and insecure. Hence they 
do not pay their due taxes and often struggle to 
keep abreast with tax compliance requirements of 
record keeping and filling accurate periodic tax 
returns 
RECOMMENDATIONS 
I. There is need for awareness on the 
importance of payment of vat to the 
revenue agency 
II. The need for transparency and 
accountability in the management of 
revenue in general and VAT in particular 
and citizen should benefit from it. 
III. Lastly the study recommend for  the 
reforming the law in order to efficiency in 
the administration of VAT 
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